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SUBJECT: U.S. - JAPAN BILATERAL 

1 . IN BILATERAL TALKS WITH MOF VICE MINISTER MATSUKAWA 
AND BANK OF JAPAN EXECUTIVE DIRECTOR HAY AMI, ASSISTANT 
SECRETARY BERGSTEN PRESENTED PAPER OUTLINING PROPOSAL FOR 
IMPROVED COMMUNICATIONS ON EXCHANGE MARKETS BETWEEN BANK 
OF JAPAN AND FEDERAL RESERVE OF NEW YORK. 

2. MATSUKAWA WAS HIGHLY APPRECIATIVE. HE WILL CONSULT 
TOKYO AND PROVIDE FORMAL REACTIONS TO UNDER SECRETARY 
SOLOMON IN MEXICO. ONLY SUBSTANTIVE COMMENT WAS THAT 
JAPAN WOULD PREFER CONVERSATIONS TAKE PLACE AT 8:30 A.M. 

JAPAN TIME. 

3. MATSUKAWA REITERATED HOPE THAT THE PRESIDENT AND PRIME 
MINISTER COULD MAKE APPROPRIATE ANNOUNCEMENT AT TIME OF 
PRIME MINISTER'S VISIT IN WASHINGTON. HE THEREFORE 
STRESSED NEED AVOID ANY PREMATURE PUBLICITY CONCERNING 
PROPOSED NEW ARRANGEMENT. 

CONFIDENTIAL 

CONFIDENTIAL 

PAGE 02 VIENNA 03841 251212Z 


4. HAY AMI POINTED OUT THAT QUOTE BACKGROUND UNQUOTE PART 
OF PAPER ERRONEOUSLY REFERS TO BANK OF TOKYO INSTEAD OF 
BANK OF JAPAN. BANK OF JAPAN COMMUNICATES WITH NEW YORK 
FED VIA TELEX ARRANGEMENTS WITH ITS OWN OFFICE IN NEW YORK 
THERE IS NO INVOLVEMENT BANK OF TOKYO. 
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5. CONVERSATION TURNED TO GROWTH AND CURRENT ACCOUNT OUT- 
LOOK FOR JAPANESE ECONOMY. MATSUKAWA FELT THAT 7 PERCENT 
GROWTH TARGET WAS QUOTE NOT OUT OF QUESTION UNQUOTE MOSTLY 
ON GROUNDS THAT REAL GROWTH OF BOTH PRIVATE INVESTMENT AND 
PRIVATE CONSUMPTION IS RISING RAPIDLY. HE WAS MUCH LESS 
OPTIMISTIC ABOUT B/P TARGETS. HAY AMI EXPLAINED IN SOME 
DETAIL NEW JAPANESE PROGRAM OF IMPORT FINANCE. 

6. BOTH MATSUKAWA AND HAY AMI THOUGHT THE VERY STRONG 
APPRECIATION OF THE YEN IN MARCH WAS DUE TO EXCEPTIONAL 
FACTORS. EXPORTS EXPANDED RAPIDLY BEFORE THE END OF THE 
JAPANESE FISCAL YEAR DUE TO FEARS OF SOME KIND OF EXPORT 
CONTROLS TO BE BASED ON DATA FOR THAT FISCAL YEAR. END- 
OF-YEAR WINDOW DRESSING LED TO CAPITAL INFLOWS BY JAPANESE 
BANKS. IN ADDITION, EURODOLLAR INTEREST RATE COMBINED 
WITH FORWARD YEN QUOTATION, PRODUCED PROFIT ON FREE YEN 
DEPOSITS DESPITE ZERO INTEREST RATE. DEPRECIATION OF YEN 
DURING LAST FEW DAYS WAS ATTRIBUTED TO UNWINDING OF THESE 
FACTORS PLUS APPRECIATION IN JAPAN OF PRESIDENT'S COMMIT- 
MENT TO ANTI-INFLATION AND ENERGY POLICY. MATSUKAWA AND 
HAY AMI HOPED AND BELIEVED THAT YEN/DOLLAR RATE WILL 
STABILIZE IN 220-230 RANGE FOR FORESEEABLE FUTURE. 

7. BERGSTEN EMPHASIZED THROUGHOUT MEETING IMPORTANCE OF 
JAPAN MOVING TO REACH GROWTH AND CURRENT ACCOUNT TARGETS. 
HE EXPLAINED IN SOME DETAIL PRESIDENT'S ANTI-INFLATION 
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PROGRAM, COMMITMENT TO REDUCE ENERGY IMPORTS THROUGH 
ADMINISTRATIVE MEASURES IF CONGRESS WOULD FAIL TO ACT, AND 
EFFORT TO PROMOTE U.S. EXPORTS. 

8. LASTLY, BERGSTEN RAISED QUESTION OF JAPAN TAKING OVER 
EXPORT IMPORT BANK FINANCING OF COTTON SALES TO JAPAN. 
MATSUKAWA PROMISED TO LOOK INTO QUESTION AND SEND ANSWER 
TO BERGSTEN VIA JAPANESE EMBASSY IN WASHINGTON. BORG 
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